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Under the Service Occupation Tax Act, servicenen are taxed on tangible
personal property transferred as an incident to sales of service. See 86
I1l. Adm Code 140.101. (This is a GL.)

January 11, 1999

Dear M. XXXXX:

This letter is in response to your letter dated OCctober 22, 1998. The
nature of your letter and the information you have provided require that we
respond with a CGeneral Information Letter which is designed to provide general
information, is not a statenment of Departnent policy and is not binding on the
Departnent. See 86 IIl. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and nmade inquiry as follows:

Based on a conversation | had wth soneone in the Sales & Use Tax
departnment at the IDOR | amrequesting a letter ruling regarding a new
situation that we are facing. W are a transaction mailing service.
We laser print, insert into envel opes and mail conpani es' invoices and

statements to their custoners. Until now we have chosen to bear the
sales tax burden for the materials that we wuse (i.e. paper &
envel opes). However, we have decided recently that we need to begin

passing this along to our custoners.

The difficulty we are having is deciding when a custoner should be
charged tax. My understanding is that we have to charge our custoners
sales tax for materials that are delivered inside the state of

I'11inois. However, we are doing mass nmailings and some of our
custoners' mail is distributed all over the US. and to foreign
countri es. Det erm ni ng how nuch material will end up in Illinois and
how nmuch wll not is extrenely difficult. W are billing our
custoners for the materials at the time we purchase them not as we
consune it in the process of our service. So, at the point of billing
we have no idea where the materials will end up.

I would appreciate your response in this matter. Please feel free to

contact me at the tel ephone nunber |isted bel ow

In general, when a conpany contracts for the production of custom printed
marketing literature, a special order printing situation exists and liability is
incurred under the Service Cccupation Tax Act. See the enclosed copies of 86
IIl. Adm Code 130.2000 and 140. 101.

Under the Service Cccupation Tax Act, servicenen are taxed on tangible
personal property transferred as an incident to sales of service. The purchase
of tangible personal property that is transferred to the service custoner may
result in either Service QOccupation Tax liability or Use Tax liability for the
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servi cenen dependi ng upon which tax base the servicenen choose to calculate their
tax liability. The servicenen may calculate their tax base in one of four ways:
(1) separately stated selling price of tangible personal property transferred
incident to service; (2) 50% of the servicenen's entire bill; (3) Service
Cccupation Tax on the servicenen's cost price if the servicenen are regi stered de
mnims servicenen; or (4) Use Tax on the servicenen's cost price if the
servicenen are de mnims and are not otherwise required to be registered under
the Retailers' COccupation Tax Act.

Using the first method, servicemen may separately state the selling price of
each item transferred as a result of the sale of service. The tax is based on
the separately stated selling price of the tangible personal property

transferred. |If the servicenmen do not wish to separately state the selling price
of the tangi ble personal property transferred, the servicenen nust use 50% of the
entire bill to the service custoner as the tax base. Both of the above nethods

provide that in no event may the tax base be less than the servicenen' s cost
price of the tangible personal property transferred.

The third way servicenen may account for tax liability only applies to de
mnims servicenen who have either chosen to be registered or are required to be
regi stered because they incur Retailers' Occupation Tax liability with respect to
a portion of their business. Serviceman may qualify as de mnims if the
servicenen determne that the annual aggregate cost price of tangible personal
property transferred as an incident of the sale of service is less than 35% of
the servicenmen's annual gross receipts from service transactions (75% in the case
of pharmaci sts and persons engaged in graphic arts production). This class of
registered de mnims servicenmen is authorized to pay Service Cccupation Tax
(which includes |ocal taxes) based upon the cost price of tangible personal
property transferred incident to the sale of service. They remt the tax to the
Departnent by filing returns and do not pay tax to suppliers. They provide
suppliers with Certificates of Resale for the property transferred to service
cust omers.

The final method of determining tax liability may be used by de mnims
servicenen that are not otherwise required to be registered under the Retailers'
Occupation Tax Act. Servicemen may qualify as de mnims if the servicenen
determ ne that the annual aggregate cost price of tangible personal property
transferred as an incident of the sale of service is less than 35% of the
servi cenen's annual gross receipts from service transactions (75% in the case of
pharmaci sts and persons engaged in graphic arts production). Such de mnims
servicenen may pay Use Tax to their suppliers or may self assess and remt Use
Tax to the Departnment when making purchases from unregistered out-of-State
suppliers. The servicenen are not authorized to collect "tax" fromtheir service
custoner nor are the servicenmen liable for Service Cccupation Tax. It should be
noted that servicenmen no |onger have the option of determ ning whether they are
de mnims using a transaction by transaction basis.

Interstate sales may or may not be taxable to servicenen, depending upon
which of the tax paynment options is chosen. An exenption is available for
servi cenen paying Service Cccupation Tax on property resold as an incident to a
sale of service under an agreenent by which the serviceman is obligated to nake
physi cal delivery of the goods froma point in this State to a point outside this
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State, not to be returned to this State, provided such delivery is actually nmade.
See 86 Ill. Adm Code 140.501(b), enclosed. This exenption is not available for
servicenen utilizing the final method descri bed above.

I hope this information is hel pful. If you have further questions related
to the Illinois sales tax laws, please contact the Departnent's Taxpayer
Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

G na Roccaforte
Associ at e Counsel

GR: nsk
Enc.



